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DRAFT

MINUTES
MEETING OF THE FINANCE COMMITTEE
OF THE BOARD OF DIRECTORS
ENRON CORP. '
AUGUST 7, 2000

Minutes of a meeting of the Finance Committee (“Committee”) of the
Raard of Directors of Eqron Corp. (“Company”), held pursuant to due notice
at 3:00 p.m., C.D.T., on August 7, 5000 at the Enron Building in Houston, o

Texas.

All of the Committee members were present, either in person oir- by
telephone conference connection, where each member could hear the
comments of the other participants and join in the discussion, as follows:

Mr. Herbert S. Winokur, Jr., Chairman
. Mr. Robert A. Belfer
Mr. Norman P. Blake, Jr. .
Mr. Ronnie C. Chan o
Mr. Jerome J. Meyer
Mr. Paulo V. Ferraz Pereira
~ Mr. Frank Savage
Mr. John A. Urquhart

Directors Wendy L. Gramm, Ken L. Harrison, Kenneth L. Lay, John
Mendelsohn, and Jeffrey K. Skilling, Messrs. Richard B. Buy, Richard A.
Causey, Andrew S. Fastow, Ben F. Glisan, Jr., David B. Gorte, Mark E.
Koenig, Theodore R. Murphy, and Joseph W. Sutton, and Ms. Rebecca C.
Carter, all of the Company or affiliates thereof, also attended the meeting.
Directors Robert K. Jaedicke, Charles A. LeMaistre, and John Wakeham
and Messrs. James M. Bannantine, Richard A. Lammers, and Brent R.

Wiggs joined the meeting in progress as noted below.

The Chairman, Mr. Winokur, presided at the meeting, and the
Secretary, Ms. Carter, recorded the proceedings.

Mr. Winokur called the meeting to order, noted that a draft of the
minutes of the meeting of the Committee held on May 1, 2000 had been
distributed to the Committee members, and called for any corrections or
additions. There being none, upon motion duly made by Mr. Meyer,
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seconded by Mr. Belfer, and carried, the minutes of the meeting of the
Committee held on May 1, 2000 were approved as distributed.

Mr. Winokur called upon Mr. Fastow to present the Chief Financial
Officer’s report, a copy of which is filed with the records of the meeting. Mr.
Fastow discussed the Company’s current and projected key financial ratios
and stated that the ratios were based on the current plan. He noted that
certain projected ratios deviated from commitments made to the rating
agencies earlier in the year and he discussed the reasons for the
deviations. He reviewed the stock trading portfolio and he stated that the
all of the positions had been closed by the end of the previous week. He
discussed the Company’s exposure 10 changes TteTestTates, presemed

a chart depicting the Company’s interest rate sensitive items, and noted the

'*wwmwwmda%'raﬁameuﬁ{swratfﬁxeé.«and»atﬂoati,ng.,ime.r_est rates. He commented on the

Company’s cost of capital and he stated that the Company was still
reviewing the equity component of the cost of capital calculation.

Directors Jaedicke and LeMaistre joined the meeting following Mr.
Fastow’s presentation.

Mr. Fastow called upon Mr. Glisan for the Treasurer’s report, a copy
of which is filed with the records of the meeting. Mr. Glisan reviewed the <
liquidity report as of July 25, 2000 and noted that the Company’s total
liquidity was over $7 billion. He reviewed year-to-date investments and
proceeds on sales of assets and he stated that without additional action by
the Company the year-end debt balances would be over the target levels.
Messrs. Fastow and Skilling joined him in a discussion of the Company’s
capacity in the bank markets, the constraints facing the Company, and the
projected cash flows from new businesses. Mr. Glisan then presented a
schedule describing the vehicles the Company was utilizing to manage its
balance sheet debt. He discussed Raptor | and Raptor II, previously
approved by the Board, and noted that Raptor | was almost completely
utilized and that Raptor Il would be not be available for utilization until later
in the year. He noted that Project Whitewing still had available capacity but
that the Company Was proposing an additional Raptor structure, Raptor I,
to increase available capacity. Following a discussion, upon motion duly
made by Mr. Blake, seconded by Mr. Meyer, and carried, the Raptor il
transaction was approved for recommendation to the Board.

Mr. Winokur called upon Mr. Buy to present the Chief Risk Officer’s
report, a copy of which is filed with the records of the meeting. Mr. Buy
discussed the composition of the Company’s merchant portfolio as of June
30, 2000 and any significant changes since the May Board meeting. He
commented on the significant increase in the Company’s credit exposure

EC004402661

£ .
Finance Committee Meeting

EXH005-01100



and he noted that it was primarily driven by increases in gas and power
prices in North America and a decrease in power prices in Europe. He
reviewed a detail of non-performing debt instruments and the Company’s
top 25 credit exposures.. He stated that the Company was still working to
reduce its over $1 billion.exposure 1o TXU Europe Energy Trading Ltd., a
BBB+ rated company. He reviewed the top 10 countries where the
Company had the largest trade credit exposure and he noted that the U.S.,
Canada, and the U.K. combined contributed over 96% of the Company’s
total trade credit exposure. He commented on the significant increase in
the Company’s credit reserve and he noted that it was caused by the
considerable increase in prices and volumes marketed. He presented the

_—y

Company’s equity investment portfolio de ; e
region, and performance measurements. He discussed the Company’s
efqti%*cy—’rﬁves‘:rrﬁ'r‘rts%hat;wer%perfgzming_be!ow_.@xpeﬂiaiiong and he stated .
that the assessments were made on a qualitative basis by comparing
current expectations to original expectations and did not imply that the
assets needed to be written-down. He noted that any write-downs taken
on investments were shown on the troubled asset detalil. Messrs. Skilling
and Sutton joined him for a discussion of the international investments

included in the troubled assets detail and a general discussion of Project
Summer.

Mr. Buy then discussed the Company’s ten top and bottom
performing investments and commented on investments new to the list
since the first quarter. He postponed the foreign exchange project update,
included in the meeting materials, until a later meeting. He briefly
discussed Project Doorstep, a review by the Company, with assistance
from Arthur Andersen LLP, of the Company’s remote offices to ensure the
establishment and maintenance of the Company'’s global standards.

Mr. Buy then presented the Market Risk Update and discussed the
returns each commodity group had earned compared to the Value-at-Risk
(“VAR”) it had taken. He noted that the Company’s overall return on VAR
was greater than any of the individual commodity groups’ returns due to the
benefits of diversification. He gave an overview of the VAR backtesting,
stress testing, and the Company’s exposure under “worst case” scenarios
of 5% and 25% shifts in commodity prices. He reviewed limit violations
during the second quarter of 2000, noted that the majority of the violations
had occurred in the gas portfolio, and discussed the reasons for the

violations.
Director Wakeham and Messrs. Bannantine, Lammers, and Wiggs

joined the meeting.
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“Mr. Buy then discussed proposed changes to the Enron Corp. Risk
Management Policy (‘the Policy’). He stated that the Company was
recommending that the Policy be amended to increase the aggregate VAR
limit by $15 million. He noted that the Executive Committee of the Board

- had approved a temporary increase in the aggregate VAR limit at a
meeting on June 1, 2000 with the recommendation that the increased VAR
be submitted to the Board. He discussed how the additional VAR limits
would be allocated to the commodity groups and he noted that there was
not a corresponding increase in the volumetric limits. He then discussed
certain proposed limit increases 10 existing commodity groups within the
Policy, including Metals and Minerals, Continental Electricity, and Nordic

Electricity, and ceriain revi A tREP oy TEComTedeu-to-betterteftect————
current practice and to add clarity to roles and responsibilities. He stated
that there was a proposal_to_increase the North_American_Electricity
position and VAR limits if the Company was successful in its bidding for
certain power purchase arrangements in Canada, as approved by the
Executive Committee of the Board at the July 31, 2000 meeting. He then
mentioned actions taken by the Company’s management, under the Interim
Trading Policy, since the May 2, 2000 Board meeting. Following a
discussion, upon motion duly made by Mr. Urquhart, seconded by Mr.
Belfer, and carried, the proposed revisions to the Policy were approved for
recommendation to the Board. ©

Mr. Winokur left the meeting and with the Committee’s permission
Mr. Blake acted as Chairman and presided for the remainder of the
meeting. Mr. Blake changed the order of the agenda to discuss Project
Tammy during the executive session of the meeting.

Mr. Blake called upon Mr. Bannantine to present the proposed Enron
South America (“ESA”) transactions. Mr. Bannantine began his
presentation, a copy of which is filed with the records of the meeting, by
discussing how the proposed transactions would be impacted if Project
Summer was completed. He then stated that ESA was proposing three
transactions, including: 1) the RioGen Merchant Plant, 2) financing related
io the Cuiaba Integfated Energy Project (“Cuiabd”), and 3) a buyout of
Transredes’ interest in Cuiaba. He began with the RioGen project and
stated that ESA had the opportunity to build capacity in a power market
that was short power. He stated that the RioGen project was to build, own,
and operate a 355-megawatt skid mounted merchant power plant near Rio
de Janeiro, Brazil. He noted that the transaction would be structured to
minimize the downside risk while retaining significant upside potential. He
noted that Petrobras, the national oil and gas company of Brazil, was
willing to provide a minimum investment return guarantee in order to
increase its sales of natural gas and to obtain a minimal participation in the

%
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upside of the power plant. He reviewed the Brazilian market fundamentals
and he noted that ESA was projecting that an energy shortage would occur
during the next three to five years thereby driving up the price of power. He
presented an overview of the transaction structure and he stated that the
project was structured to give the Company the maximum flexibility and
upside potential while providing a guaranteed return on its investment. He
noted that the plant would provide a full payback in five years even if it
were not utilized. He discussed the assumptions that were used in the
project analysis and the economics of the project. He stated that ESA was
seeking approval for the remaining $119 million of project costs, with final
review and approval delegated to Messrs. Lay or Skilling after the

[ WS S U1 & S,

— completion of dennltlvevdm,—amﬁmpprwméight’of*thc
Company’s LM6000 turbines. Following a discussion, upon motion duly
. Balfer. seconded by Mr_Savage, and carried, the proposals

ma a by A

were approved for recommendation to the Board.

Mr. Bannantine then discussed the transaction related to the
financing of the Cuiaba project. He stated that ESA was seeking approval
for commitments required to support a $365 million funding of limited
recourse project financing provided by the Overseas Private Investment
Corporation and Kreditanstalt f(ir Wiederaufbau and to obtain approval for
the Company to also provide Transredes’ (a partner in the project) share of ~
the support until Transredes’ Cuiaba interest was sold to Shell Cuiaba
Holdings Ltd. and Shell Gas (Latin America) B.V. (together with their
affiliates, “Shell”) or a combination of the Company and Shell. He updated
the Committee on the status of the Cuiaba project and reviewed the details
of the $365 million in guarantees. He requested that the Committee
approve the Company’s share of the loan guarantee commitments and
authorize the Company to provide up to $46 million of loan guarantee
commitments on behalf of Transredes. Following a discussion, upon
motion duly made by Mr. Savage, seconded by Mr. Chan, and carried, the
proposals were approved for recommendation to the Board.

Mr. Bannantine then discussed a proposal - for the Company to
participate on an equal basis with Shell in the purchase of Transredes’
interest in Cuiaba. He stated that the Gompany desired to maintain a 50%
or greater voting control of Cuiabé to protect the upside value associated
with additional Cuiaba projects and he noted that purchasing the additional
interest would allow the underlying investment to eventually be sold with a
control premium in place. He reviewed the proposed deal structure and
detailed the Company’s current and proposed ownership in the individual
Cuiaba assets. He presented an investment analysis, noted that the
Company would be paying a control premium when compared to the
analysis performed by the Company’s Risk Assessment and Control group,

%
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and stated that if Project Summer weré completed the additional Cuiaba
investment would be treated as a purchase price adjustment.  He
requested that the Committee recommend to the Board that the authority to
approve a capital expenditure of $59.7 million to purchase 50% of
Transredes’ interest in the Cuiaba project be delegated to Messrs. Lay and
Skilling. Following a discussion, upon motion duly made by Mr. Meyer,
seconded by Mr. Ferraz, and carried, the proposal was approved for
recommendation to the Board.

Mr. Blake called for an executive session at 4:50 p.m., C.D.T., 10
discuss Project Tammy and Messrs. Bannantine, Buy, Glisan, Gorte,
Koenig, Lammers, Murphy, and Wiggs Teft the meeting. e

ske-called-upon-Me-Causey-fo Ap.r,esentmE’.r_Q,i.ecLTammv_.,H,M,r,_,

N A T ~ll~
Wi, Diane caircyu SrEA-Aa AL e =

Causey stated that the Company was proposing the formation of a new
company to serve as an intermediate financing vehicle for the Company.
He noted that the new company, Enron Finance Partners, LLC (“EFP"),
would be created to own certain of the Company’s assets. He discussed
how transactions would be conducted between the Company and EFP,
EFP’s plans to raise capital through third parties, and how the capital would
be utilized. He stated that the proposal included the formation of EFP, the
contribution of certain operating assets into EFP, the assumption by EFP of ©
$1.047 billion of the Company’s intermediate and long-term debt, and the
~sale of $500 million of preferred securities in EFP to outside investors.
Following a discussion, upon motion duly made by Mr. Meyer, seconded by
Mr. Belfer, and carried, the proposal was approved for recommendation to

the Board.

There being no further business to come before the Committee, the
meeting was adjourned at 5:00 p.m., C.D.T.

Secretary
~

APPROVED:

Chairman

H:\a Minutes\2000 Minutes\080700F .doc
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Stock Trading Portfolio

|

Mark-to-Market Basis

Position - Thousands pf Shares

1/1/00  Purchases Sales 9/20/00

ENE 0 16,250 (16,25D) 0
Notes: ‘
|

- Position limits gxclude ENA position, which is
reflected in ENA equity book position report

EGF Equity Position Limits - Includes p0% of JEDI if an open position
V@R Notional Open ?
Limit ($MM) $10.00 $300.00 |
Current Position ($MM) $0 $0 ‘ ,
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Stock Purchase Activily

Treasury Shares
1/1/00 - 9/20/00
(000’s except share prige)

Date ENE Shares

Avi Price

Total 0

| Authorization’ Activity

15,000,000

1Subject to Jim Derrick’s approval
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10.5%

10.0%  10.0%

9.9%

10.0% -

9.5% A

9.0%

8.5%

L

8.0%

5

75% v v T T
1996 1997 1998 1999 1Q 2000

* Calculated using historical CAPM Model

14

2Q 2000

ECO(Q

Cost of Capital
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U.K. Yield Curve
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«Continued significant capital investment by Enron
Energy and communications investments typically o
cashflow and earnings for 1-3 years
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Rationale for LJM Structure

« New FASB consolidation rules

« Better ability to manage risk positions (non-affiligte status)

o Better ability to manage financial flexibility
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LJM1

LJM2

Formed in June, 1999, with $16 million

Hedged Enron investment in Rhythms
resulting in a gain of approximately $175 miﬂlion for Enron.

Purchased minority interest in Cuiaba §
deconsolidate the project.

Formed in December, 1999, with $394

Invested $403 million in 21 transaction
F G0 nod
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Conflicts of Interest |

. LJM creates a conflict of interest for EVP/C‘FO of Enron
2 e, bt ... * Negotiates investments in Enron transactigns/business for LIM.

SUOALAL A [

;a « Receives value from LIM if fund performs well.

?

PN AIIocates time to LUM matters. /@ b bl i

L mv i Lf'lh‘.@.a: )(/Q Aw 0N (> (u re V6

[ACAN i

3 i ’ .
[ Vo S dy Moo AR ( (ARl
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« Board resolution does not relieve A. Fastow of f dumary AR
responsibility to Enron.

Cpihw fa e OOC or Board can ask A. Fastow to resign from LJM at any time.
SRURRVCINY R. Causey/R. Buy/J. Skilling approve all Ehron{LJM transactions.
ny Annual audit committee review of LUM (Fe prualy). |
LU s m B e Legal department responsible for malntamlng gudit trails/files on
all transactions.

Review of A. Fastow economic interest in Enron and LJM
presented to J. Skilling.
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| « No obligation for Enron to transact with LJM. r
\B\(\S/ Mu\ e ?/’f\)/‘“/\ JP )W I{ e ’/‘ } ' e ewi l\r\i’!x _/2',- f b &@ 7/
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LJM3

Follow-on private equity fund to LUJM1 and LJMZ

Purpose: Alternative, optional source of pnvate €

L

to manage its investment portfolio risk and fmanovlal flexibility.

Structure to be substantially similar to LIM2.

Finance Committee/Board of Directors actiokn re

« Ratify decision of Office of Chairman to wa|vq= Co
order to allow A. Fastow involvement as General

26
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Partner of LUM.

Finance

\quity for Enron

je of Conduct in

@

Committee Meeting



Agenda ltem 2
RATIFICATION OF DETERMINATION
(Suggested Form of Resolutions)

WHEREAS, Andrew S. Fastow serves as the Executive Vice President
and Chief Financial Officer of the Company; :

WHEREAS, Mr. Fastow has the opportunity to participate in the formation
of an investment partnership (the “Partnership’) that would not-be affiliated with the
Company; B

‘ WHEREAS, it is anticipated that Mr. Fastow will serve as the managing
partner/manager of the Partnership;

WHEREAS, it is anticipated that the Partnership_ will invest in, among
other things, energy and communications-related businesses and assets, including

l

EXHO005-01125

businesses and assets of the Company;

WHEREAS, the Partnership, as a potential ready purchaser of the
Company'’s businesses and assets or as a potential contract counterparty, could provide
liquidity, risk management, and other financial benefits to the Company;

WHEREAS, the Board has evaluated two similar previous investment
partnerships in which Mr. Fastow has served as the managing partner/manager and has
concluded that the existence of such investment partnerships, and Mr. Fastow's
involvement therein, has been beneficial to and in the best interests of the Company; -

WHEREAS, the Office of the Chairman of the Company has determined,
for the foregoing reasons, that Mr. Fastow’s participation as the managing
partner/manager of the Partnership will not adversely affect the interests of the

Company;
_____‘,____—/

o

NOW, THEREFORE IT IS RESOLVED, that the Board hereby adopts and
ratifies the determination by the Office of the Chairman pursuant to the Company’s
Code of Ethics (Conflicts of Interests, Investments, and Outside Business Interests of
Officers and Employees) that participation of Mr. Fastow as the managing
partner/manager of the Partnership will not adversely affect the interests of the

Company; and

RESOLVED FURTHER, that the proper officers of the Company and its counsel be, and
each of them hereby is, authorized, empowered, and directed (any one of them acting
alone) to take any and all such further action, to amend, execute, and deliver all such
further instruments and documents, for and in the name and on behalf of the Company,
under its corporate seal or otherwise, and to pay all such expenses as in their discretion
appear to be necessary, proper, or advisable to carry into effect the purposes and
intentions of this and each of the foregoing resolutions.

.EC004402686

QAECM\PortMan\Board Meeting\BOD 10-06-00LJM 3 resolution.doc
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Enron Corp

Treasurer Report

October 6, 2000
| EC004402687
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Enron Corp.
Liquidity Report

As of September 20, 2000
($000)
Owernight 2-30 Days 31-60 Days | 61-90|Days 91+ Days Total

Commercial Paper & Uncommitted Lines 1,011,777 | 1,011,777

Bank Facilities | 1
BHF 18,000 ; 18,000
% Accounts Recievable 190,000 | 190,000
Whitewing 301,000 | ? 301,000
Shelf Registration - Debt 1,000,000 | | 1,000,000
Shelf Registration - Equity’ 1,275,000 | 1,275,000

Merchant Portfolio Monetizations (as of.03/31/00) ‘
Public Equity 1,162,458 ‘ 1,162,458

Debt Instruments 220,524 220,524
Private Equity ‘ 2,025,720 2,025,720
Total 1,219,777 3,738,458 220,524 Coo- 2,025,720 ( 7,204,478 \\,
1 Reflects 15mm shares at $85 per share. f | :
. t I ot : : Y . 1]
i N L i ; } \\ i { A " g, , - . i ‘V/‘) !(—L / /‘ 'b
\"\ 5 2‘1 ‘ Voo f\,.\,,.r\ﬂf.t-(;\l.v L L \ Jr);: \k \"‘*\\\i‘w “Yur \*l e P b S Y 030&4 0 D» k« g D
IR \L\ e\ h ) AN , ¢ - (- ! ) ]
oG ! [} e B e ) T, v b ‘ '9 ®
Z/& 4 O (o, oo B atY TR AR e YN TR e oy LA [ o
B e \
\ 29 ECOO44 )2688 ' ) Finance Commitiee Meeting
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Impact on 2000 Plan Balance Sheet

) SCL\ (1‘ \\" TN

2000 Plan

Finance Committee Meeting

i : - Total
| less Estimate Case |
" Investments . Asset Sales Financial
; 3 less items
Investments
Transportation and Distribution (126) (186) 0 0 (186)
Wholesale Energy Business - (733) (1398) (933) 450) (2781)
|
Retail Energy Services (295) 108 (75) | 0 33
Enron Broadband Services (425) (224) 0 \ 200) (424)
. |
j
Enron NetWorks 0 (10) 0o | 250) (260)
Other (475) (557) 0 0 (557)
Enron Global Finance 0 0 (200) 0 (200)
(2054) (2267) (1208) | 900) (4375)
, ‘::
| S Cf’,‘, ®
‘1 7)
30 EC004402689
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Board Plan Varianq:e

- Business Unit Variance ($3.167 billion)

- Finance Contingencies ($1.208 billion)

- Shortfall

- EGF Vehicles

- Asset Monetizations

- FAS 125
- Total Shortfall

($4.375 billion]

$1.05 billion |
| ‘

$1.821 b%iuioﬁ

$1.504 billion

— ol

EC004402690
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Finance Activity
June through Decemb

er

DL S Svon o

Number of To Be |
Month Transactions Closed $Volume(MM)
June 2 630
July 1 290
August 2 575
September 7 2,525‘"2
October 8 2815 & fowerntc,
November 9 2,900 K o9 L i
December 7 2,650 ) 2. / { e «
12 24 12,385 , . !‘Qu{v(’? |

7 9 AT Cha

32
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O

| o
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Bids

Debt

Portland General
Leases
Performance
Trade

EOTT

Other Third-Party
Other

Grand Total

\} o /l\_@ [0 S N

Enron Corp. |
Active Letters of Credit by Caitegﬁory

(000’s)

9/20/00 12/31/99
$ 33,653 $ 5,968
56,687 52,946
0 0
13,175 15,604
449,449 522,006
155,046 76,269
118,905 150,310
5,500 24,078
28,676 80,071
$ 861,091 $ 927,252
|

EC004{1402692

33

12/31/98

$ 81,493
26,605
2,711
17,329
114,440
1,184,103
39,929
173,163
18,909

- $1,658,682

)

:
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Enron Corp.
Guarantee Portfolio
(000’s)
9/20/00 12/31/99 12/31/98
Trade (Payment & Performance) $19,424,180 $17,316,817 $12,553,735

EOTT Trade 494,790 440,375 352,346

Swap Agreements

3 (Master & Individual) 11,243,684 7,148,443 4,756,369
| o

| Projects (Non-Debt) 4,466,558 4,756,470 | 2,912,781
| | |
Debt o

Consolidated Subsidiaries 2,892,635 2,155,303 | 1,241,291

Unconsolidated Subsidiaries 337,746 337,746 565,808

Grand Total $38,859,593 $32,155,154 |  $22,382,330

\kf (\. [ P ::'J‘»"» e B G l\ R SN S ;\ “ i <(s
EC004402693 | "3’0 ®

U\
o Finance Committee Meeting
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* Rating Summary

Commercial
Rating Agency Long Term Paper Outlook
Fitch IBCA/Duff & Phelps BBB+ | F-LQID-Z Stable
Moody’s Baa1 P2 | Stable
R and I(Japan) A- | n/a Stable
Standard & Poors BBB+ | AR Stable

S@ \Ji“\’\ﬁ/

EC004402604
| | &
l ? (\ZS 4’,90 ®
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Agenda ltem 4
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Enron Corp

Chief Risk Officer Report
October 6, 2000

EC004402696

36




Credit Update

EC004402697
0,
’5’09
37 Finance Commiltee Meeting
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| .
| Top 25 Credit Exposures |
1 o p x p |
‘ A December 31,199¢  Jung 30, 2000 August 31, 2000 *
‘AL/, Type of Credit E-Ratings Counterparty Name In§MMs | I $MMs In $MMs
¢ o Trade 4 TXU Europe Energy Trading Ltd. 518 1,452 1,462
R Trade 2 The Chase Manhattan Bank 6 159 523
- X\ Trade 5 Sithe/independence Power Partners, L.P. 315 307 313
U by Trade 5 sithe/independence Power Partners, L.P. Tracking Account 11 212 229
T, Trade 2 Bonneville Power Administration is 162 163
- C'(' ’ Merchant lj:anst Coast Power ' 142 158 158
AT e "f@ Trade 5 williams Energy Marketing & Trading Company A 114 149
. ‘ R Trade 4 Reliant Energy Resources Corp. 13)’8 166 143
Q7 Merchant American Coal Tranche | 133 : 133 133
- % A Trade 4 Canadian Natural Resources 4 124 130
o Merchant [__9 _ ]Mariner Combined Debt NjA 114 114
‘ : L\-» Trade 2 Merrill Lynch Capital Services, Inc. NJA 57 114
| . b Trade 4 Reliant Energy Services, Inc. 8 56 98
‘ o - Trade 2 Koch Energy Trading, Inc. NiA 89 93
? Trade 3 Sempra Energy Trading Corp. i1 N/A 92
Trade 2 Florida Power & Light Company 106 149 90
H " " Trade 4 Petro-Canada Oil and Gas 19 74 84
. © .. Trade 4 American Electric Power Service Corporation N{A 62 83
o <7 Trade 3 Duke Energy Trading and Marketing, L.L.C. 61 N/A 81
Trade 4 Dynegy Power Marketing, Inc. N{A NIA 81
‘ Trade 3 AEP Energy Services, inc. NIA | N/A 76
‘ Trade 4 Merchant Energy Group of the Americas, Inc. NiA | N/A 74
Trade 2 J. Aron & Company NiA N/A 66
Trade 3 NSTAR Companies NA N/A 58
Trade 5 Avista Corporation N/A N/A 57
Trade 8 Calpine Fuels Texas Corporation h2 N/A N/A
} Trade 8 Midland Cogeneration Venture Limited Partnership 15 N/A N/A
| Trade 3 British Gas Trading Limited 14 N/A N/A
i Trade 3 Brooklyn Union Gas Company 19 : N/A . N/A
} Trade 2 City of Tallahassee 38 N/A N/A
i Trade 5 Commonwealth Edison Company 16 N/A N/A
; Trade 4 California Power Exchange Corporation 35 3 N/A N/A
i Merchant Enron Wind Corp. Lake Benton Ii ) EC004402698 119 } N/A N/A
; Trade 5 Tractebel Energy Marketing, Inc. N/A 85 N/A
i Trade 2 Koch Petroleum Group, L.P. N/A 66 N/A
‘ Trade 4 Yorkshire Efectricity Group plc N/A | 62 N/A
Trade 4 United luminating Company 53 | 62 N/A
| Trade 4 Southern Company Energy Marketing, L.P. N/A j 58 N/A
} Trade 3 Pacific Gas & Electric Company 54 54 N/A
1 Trade 2 The Power Authority of the State of New York 57 : 52 N/A
Top 26 Total 2,640 3 4,027 4,664
N L _ ) Other C(r:edit Exposures 2,755 : 4,956 5,037
NATT i S » ) { T , ’ .
SRR 2y x;-m,-.,&_,,,«.,l?:\ b ANC Gaio mewE '\\M»\/ o \\ . (cltgal redit Exposure 5 3?5 [ 8,983 9,701 4’ .
. i % e "
\ ) Transactions new to “Top 25" list il N % ‘ '90
‘ :___—_:Non-lnvestmenl Grade Credit Exposures i e :
} " | ! Finance Committee Meeting
! * August 31, 2000 data is estimated. 38 QO :
; \ (L/\
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Credit Reserve Historical Comparison
($MM)

360 - —m——— Actual

340 — Required*

320 +
300 +
280 +

260 -

240 L
220 |
200 +
| 180 +

160

140 |

—
(@]
(]

6 0 O 06 & O & L R H H P P d Ol o O O & ©
o 9 9 9 9 9 9 N N P 9 OIS O H» &8
N A O G W RN < A SR S Bl B O N NI

& F W YW KO P @R RGN

* Required Reserve: Amount of reserve required for existing portfolio after simulating defajlts and} assuming 50% recovery. &,e?

ECOO44Q2699 I Finance Committee Meeting

39 E)

EXH005-01138 ' ;



Foreign Exchange Project Update

EC004402 700 439 ®

Finance Commiltee Meeting
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Foreign Exchange Projéect

Objective
Identification, measurement and reporting of foreign currency aconpmic exposure for

Enron worldwide.

Project Timeline |

|
Trading and Qther
Target Completion

Merchant and Strategic _ |
Target Completion Activity Review com

Asset Review
Date

Phase IV
December, 2000

Xposuje

Phase il
October, 2000

Phase I - Completed
i August, 2000

Phase IV

;g & South Kore December, 2000

nainder of South Amet{¢

Phage | - Completed
May, 2000

" Elektro

%/

Finance Conunittee Meeting

“Other Includes: CALME, APACHI, EES, EBS, EE&CC, EWC and ENA.
41




Enron Europe
Net Notional Position by Project and Curancy
as of August 31,2000

($MM)

Total Europe Exposure $35MM

167

, o British Pound (GBP)
14 4 m Hungarian Forint (HUF)
u Polish Zloty (PLN)

OPET osl Torpy ETOL Octagon En{a rgovil Nowa
7 Sarzyna
$30 MM | &
. ‘ 4’4, ®
& 9 |
7 42 ECOO4402'702 Finance Committee Meeting :
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40 A

30 -

20 -

10 -

Enron Europe

Net Notional Position by Type
as of August 31,2000
($MM)

i
i
1
|

Total Europe Exposure $35MM|

® Net Income ‘
m Transaction/Translation m P&L Impac}
¥ Investment CTA Impac

—

Exposure |mpaq:t i

EC0044 |
' ’02703‘

b
i
§

43,0 ®
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Net Notional Position by Currency an
as of August 31,2000

(SMM)

Total Exposure $2,775

Korean V/on
Indian Rupee $321
- $104 1%/

4%
British Pound

2,500
] 2,315 | $30
Sl 97 1 /0
2,000 -
P&L Impact
O CTA Impact
1,500 -
2,218
1,000 -
0 m
S0 321
78 i
0 , B AN
South America South Korea india Europe |
44 EC004402704

|
1

d Region

Other
$26
1%

Brazilian Reais
$2,294
83%

Finance Committee Meeting
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Enron Sensitivity Analysis|
by Region |
for the four months ending December 31,2000
($MM) |
10% Appreciation
above Plan
199
200 | South America Other: South Korea, India and Europp
®m CTA Impact ® CTA Impact
100 - # P&L Impact P&L Impact
1
2 4
0 1
4
(100) - 6
2000 Budgeted
Impact
(200) - (69)
(9)
(300) - 10°/<f> Devz'ialluation
rom Plan
(290)
(400) -
(500) - = i)
ECOO4402705 300/? Dev?JIuation ‘ %
00) - ) rom Plan ;
(600) (627) | j Y /o
X | 0
/Z"{ 45 : Finance Committee Meeting
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EES Status Report

EC004402706

46
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EES Business

Future Upsell v
Potential |

Outsourcing
Transactions

Created

‘ EES Customer
‘ ; Gross

| : | Margin Savings

EES offers energy cost savings through ;a cambination of
lower commodity prices and consum%ption reduction.

‘?
; }
H | @4,'9 %
o EC004402707 2

| H
!

|
EXH005-01146 *
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Commodity Position Summary
as of August 31, 2000 |

REGULATED

NET OPEN POSITIONS
Gas (55 Bcf)
Power (79 TWHrs)

VaR immaterial

Credit MTM Exposure $310 MN

Investment Grade 69%
Non-Investment Grade 31%

EC00440270)
, 027q§

* Includes commodity from outsourcing transactions.

=l

/

DEREGULATED

NET OPEN POSITIONS
Gas (0.2 Bcf)
Power (5 TWHrs)

VaR $4 MM

5%90' S

Finance Committee Meeting
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Outsourcing Transactions

Commodity
Transactions

o+

Demand
Side

Management

(“DSM*”)

Outsourcing
Transactions

Future quﬁell
Potential

Total Value
Created

Price Risk

Management

Commodity

*DSM = Consumption reduction from Energy Asset

Capital Expenditures and more efficient

49

EC004402709
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Millions

¥

Energy Asset Capital Expeddit
as of August 31,2000

Step 1 - Project estimation and modeling

ures

100 | wegpemStep 2 - Project development and approval by Enron | f
g0 | ===Step 3 - Project approval by customer [\/KDAJ \ 9(
medeme Step 4 - Project implementation (actual / forecasted) Can 0
80 _,@\_/\.J Aong
70 -
60 -
50 -
40 -
30 -
/
/ i -
20 - " ) ‘ L ow =" =
{ ‘ . o ; o
/ . ! !
) llen bkt < LT g e |
: b : N
W‘ M(’ "—4{[\ (N s P“Q /r( v '} g, g {"( LE IR
1 T T T T T 1 T !l 1 T T \ T 2 '
Jan-00 Feb-00 Mar-00 Apr-00 May-00 Jun-00 Jul-00 Aug-00 Sep-00 Oct-00 Nov-00 Dec-00 ['//E) A

(

¢ ~ C’ et .t :
« Improvements have been made in developing projects and obg‘taininqg customer approvals . *’»

« Actual project implementation lags original projections

- Capital has been approved for the following technologies:
Lighting 34%
Compressed Air 14%
Chillers / Cooling 13%

All Others 39% 50 EC004402710

DU
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Market Risk Update

EC004402711

51
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Table of Contents

o Risk Profile

a  Risk Profile Grouped by Commodity and Region
o VaR Backtesting

o Parallel Shift Stress Testing

0 Limit Violations

o Loss Notifications

o Policy Changes

EC004402712| Yo < /0
52 |
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Risk Profile
as of August 31, 2000

Y$TD P&L / YTD P&L =$1.6 B

MM,

§o” 700 N
600 | _'
450 ‘

300 ‘
180 11 6 4 4 3 @ (1) (51
0 - g " — ; -
(150) - NA NA UK EES Finl Liquids EMG(1) Metals Cross  SA Aus  No tiic SA Cont Eur
Gas Power Power Comm  Gas Power Poyrer Power Power Gas

YTD Average VaR

YTD Average VaR = $39 MM

($MM)
107 09 @) ) @ @ ©® @ O @ @) op @ ©v o O
° 3 Bl — T — -
(10) -
(20) | Enron
Hleturn on VaR YTD 322%
(30) A
Liimit Utilization YTD 52%
(40)
(59) © Na NA UK EES  Finl Liquids EMG(1) Metals Cross  SA Als Nojdic SA  Cont  Eur
Gas Power Power Comm Gas Poyer PoLver Power Power Gas
Return on
VvaR YTD  186%  159% 211% 261% 147% 60%  94% 23% 19% 51% 56% qF% nil nil nil
Limit 1
Uti"zaggg 65%  53%  66% 66% 26% 72% 18% 82%  57% 28%  16% 18% 7% 32% 43%

(1) Emerging Businesses (EMG) include Weather, Coal, Emissions Credits, Paper, Lumber, and Bandwidth

EC004402713
53

Ql Lt
j
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Risk Profile
as of August 31, 2000

L) - - ‘ - -
Commodity Comparison Business Unit Comparison
YTD P&L YTD P&L = $1.6 B YTD P&L YTD P&L = $1.6 B
($MM) (?%w 1,135
1000 w 830 ' ‘
80 1 659 100
§00 - 750
400 - 0
200 54 46 45 20 113 111 19
G Fi jal Other(1) Liquid North  Etirope | Giobal EES Industrial
Power as nancia er(1) quias America Markets Markets
YTD Average VaR [ YTD Average VaR = $39 MM _ YTD Average|VaR | | yTp Average VaR = $39 MM
$MM)
($’V’0"”) (24) - (30) 3) () (6) ( L (36) (13) ) (3) (1)
] - -
(10) 1 (10)
(20) (20)
(30) 1 (30)4
{40} {40 ‘
{50)" Power Gas Financial Other(1) Liquids ()4 North  Europe Global EES Industrial
America Markets Markets
Return on Return on -
VaR YTD 266% 173% 147% 47% 60% VaR YTD 243% 149% 133% 261% 109%
(1) Includes Cross Commodity, Metals, Weather, Coal, Emissions Credits, Paper, Lumber, and Bandwidth
EC004402714 "'4’0 ®
54 ' PJ
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Explosion

El Paso Pipeline
August 21-30

000T/1E /8
000T/9C 18
000Z/1T /8
000T/91 8
000T/11 78
000T /9 /8
000T /1 /8
000T/LT/L
000T/TT /L
000T/LL /L
0002/TL /L
000T /L /L
000T T /L

GOUc/LT 9
000C/TT /9
000T/LL B

VaR Limit

VaR

mmm Curve Shift P&L

Value-At-Risk Backtesting

Backtesting Aggregate ENRON VaR - 1/4/00 - B/31/00

oouc7ct /5
000T /L /9
000 TP
0002/82 /S
000T/€C /S
000¢T/81 /5
000z/€t /S
000C /8 /5
000 /£ /5
000C/8C /v
000T/¢T /¥
000C/81 /v
000C/EL ¥
000T /8 /¥
000T /€ /¥
0002/6T /€
0002/¢C /£
0002/61 /£
0002/¥1 /£
000 /6 /£
000C /¥ /£
0007/8C €
000T/€T 1T
000T/81 /€
000T/¢l 2
000T /8
000T /£ T
000Z/62 /1
000T/¥T /1
000Z/61 /1
000C/¥L /1
000C /6 /1

($MM)
225 1

| 000T A4 /1

175 A
125 1
(125) -
(175) 1
(225)

®

Finance Committee Meeting

EC0044(2715 |

55

EXH005-01154



Stress Testing
5% & 25% Parallel Price Shift |
as of August 31, 2000 | B ur B DOWN

Worst Case Exposure - 5% Parallel Shift Worst Case Exposure|- 25%’ Parallel Shift
($MM) ($MM) |

o pover I 11 o ove R M -

Power-West - 36 ' Power-West _ 187

European Gas - 17 European Gas - 131
NA Gas - 20 NA Gas - 101

Power-East - 19 Power-East - 100
Global Liquids JJ| 8 Global Liquids [JJJij 70

Paper I4 Paper . 41 i
|

Nordic Power l 7 Nordic Power . 33
Continental Power I6 Continental Power . 29 |

Coal I4 Coal l21

EC004402716 | 5 &43’0 ?

56 |
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July & August 2000
Violations
by Portfolio

B VaR
Bl Position
[ Maturity/Gap

Comparison
2000 and 1999

VaR
M Position
] Maturity/Gap

i

EXH005-01156

—
© O
Si—

O—*N(D-PU’IQ\ICD

Limit Violations
as of August 31, 2000

GT
5 .
4
3_
2,
1
o S—
ENA - Gas Global Liquids Cont nent:JI

Eleqgtricity

EC004402717

July

August

2000

57

July
1999

&
N7
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Loss Notifications |
as of August 31, 2000

July & August 2000
Notifications
by Portfolio

UK Gas Global Cross Enron . Band kvidth ENA Metals
Liquids Commodity Corp. Electricity : Gas
Total* 1
20,
[
8] |
16+ l
14 |
. 12-
Comparison 10. :
2000 and 1999 8. ‘
9 |
4 ’ . bt i i 2 et e e b i I R
2 - g . . T - ___/
0+ e e o R
July August uiluly August
* CEO Loss Notification > $56.25 MM (75% of VaR) 2000 999
Loss of $60.29 MM on July 5, 2000
Loss of $72.95 MM on August 29, 2000 (04/ )
l? R
*» BOD Level Loss Notification > (100% of VaR) 58 EC004402718 [
Loss of $193.5 MM on August 30, 2000 ) Finance Committee Meeting
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Requested Changes to Current Policy:

I. We are recommending full Board approval of the following amendments to the

Summary of Policy Changes

Enron Corp.
Aggregate VaR Limit

North American Natural Gas

Net Open Position Limit
Rolling 12-Month Position Limit
VaR Limit

Continental Electricity

Net Open Position Limit
Rolling 12-Month Position Limit
VaR Limit

Southern Cone Electricity

Net Open Position Limit
Rolling 12-Month Position Limit
VaR Limit

Coal and Freight

Net Open Position Limit
Rolling 12-Month Position Limit
VaR Limit

59

Proposed

$100 MM

No Change
No Change
$60 MM

—

20 Twh
20 Twh
No Change

3.5 Twh
3.5 Twh
$5 MM

No Change
No Change
$4 MM

|

e Limit increases to existing Commodity Groups within the Trading Portiaolio:

|
i

!

EC0044027/19

wvy

Risk eranagement Policy:

Temp

$74 MM

$45 MM

Current

$60 MM

300 Bcf
350 Bcf
$40 MM

15 Twh
15 Twh
$4 MM

3 Twh
2 Twh
$2 MM

15 MM MT
15 MM MT
$2 MM

Finance Committee Meeting
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Requested Changes to Current Policy (continued):

. The following Commodity Group has obtained limits under the Interim

Summary of Policy Changes

New Commodity Groups:

Discretionary VaR

VaR Limit

Enron Enerqy Services

Net Open Position Limit

Rolling 12-Month Position Limit

VaR Limit

Steel Trading
Net Open Position Limit

Rolling 12-Month Open Position Limit

VaR Limit

Proposed

$25 MM

None
None
$5 MM

Changes to the Risk Management Policy to set guidelines for allocations of the Disc

Proposed

100,000 Net Tons
200,000 Net Tons

$1 MM

60

Policy:
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Temp Current
$15|MM None
Non

No E

$5q M None

retionaly VaR (Appendix ).
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Enron Corp. Transaction Approval Process
TRANSACTIONS APPROVED IN 2000 THROUGH $9/22/00 Revised 10-7-00
RISK
ASSESSMENT DEAL SIZE APPROVING
& CONTROL $SMM UNIT
RAC 5.

ORIGINATING (RAC) < EQIONBUSINESS | ¢, e crions- »1 3%
ENTITY TRANSACTION .
REVIEW < 20* 25 TRANSACTIONS- »1 15%

Request for: — REGION / BUSINESS > :
: : INVESTMENT 25* 34 TRANSACTIONS- ! 20%

Capital Expenditure VALUATION < :

or 1
Contorming < 75* e E|NE-CEO/COO - 35 TRANSACTIONS- %, 21%
Risk Adjusted PRICING tannl 8 TRANSACTIONS : 59
Capital PORTFOLIO 5 feaf A T
(>$500,000) REVIEW dUBTOTAL CONFORMING 166 TRANSACTIONS 1 100%

A . 1

[ | [ .GLGBALFUNCTIONS | ___________._ !

: <2 ™| .[5ROUP HEAD . = >

t !

t 1

R * L ENMELOOCICRO ¥ i | =~ = = mm e e e e = =

i »|  GLOBAL FUNCTIONS [~ <25 >

1 ]

: <75 > EINE-CEO/COO  [-—========~-~ -

| |

' 75+ 3 :

] !

1 1

I ]

1 1

1 1
\ <10* - 5 TRANSACTIONS - ®} 50%

1 ]

1 t
X L »| NON-CONFORMING [ < 25* i ENE-CEO/CO0 - 3 TRANSACTIONS - %] 30%

1 " !
! 25+ kENE"—BOD_; I 2 TRANSACTIONS - %! 20%
: Deal Approva] Sheet With All Signatures SUBTOTAL NCIN-CONFORMING 10 TRANSACTIONS : 100%

* Transaction Deal Approval Sheets will be distributed to the ENE-BOD (Finance Committe E) after approval. %
* As delegated by the ENE-OOC, the ENE-CRO has approval authority. TOTA ‘, TRANSACTIONS 176 4’,90 ®

ECOO4402722 } Finance Committee Meeting
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Annualized VaR versus Trading P&L

L Annualized VaR W Trading P&L]
$2,500
| 2,053
$2,000 -
2 $1,500
o
= 1,029
£ $1,000
= 620
$500 - 3
$0 |- — -
1995 1996 1997 1998 1999 2000 (1)
Return on VaR: 1874% 397% 125% 284% | iQQQ% 331%
; 5 </ *’z
(1) Through September 30, 2000 £C004402723 ”%M



EXH005-01163

Annualized VaR as a Percent of Tradiﬂlg P&L

70%

50%
40%
30%
20%

NG
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80% |

60% -

10%
0% |-
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(1) Through September 30, 2000 3
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Average Daily VaR and VaR Limit as a P

Capitalization

rcent of Market

—4—Aug Daily VaR as % of Market Cap =—#=VaR Limit as 9

, of Market Cap 1

0.60%
0.50%
0.40%
0.30%
0.20%
0.10%
0.00% ﬂ .
1995 1996 1997 1998 1Jp99 2000 (1)
(SMm) i
Market Cap: 4,839 5,519 6,615 9,574 3-1,91_1__ 62,545
Avg Daily VaR: 2 9 24 16 -7 22 ’ 46
VaR Limit: 15 20 36 36 60/ 100
EC004402725 | /
4 : |

(1) Through September 30, 2000
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]

Required Returns on VaR|

VaR Limit (daily): $100 MM
VaR Limit (annual): $1.6B
Expected P&L based on:

- S & P Historical Returns f $1.0B
- Historical Enron Performance (1998, 1%'99) $3.7B

Expected VaR to support 2001 Budget: |
- S & P Historical Returns $268 MM
- Historical Enron Performance (1998, 19»99)? $ 73 MM

EC004402726 S
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Why Do We Want Discretionary vaR?
¢ EnronOnline | |
¢ Enron Global Markets

¢ Enron Net Works

¢ Enron Industrial Markets

+ Enron Broadband Services
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Enron Corp

Projects and Amendment

October 6, 2000

EC004402729
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Memorandum

%

To: The Finance Committee of the Board of Directors

From: Jeff Skilling and Rick Buy Department.  Risk Assessment and Controls

subject: Changes to the Risk Management Policy Date: October 8, 2000

. We are recommending full Board approval of the following amendments to the Risk Management Pollcy

Limit increases to existing Commodity Groups within the Trading Portfolio:

- Progosed Temg Current
Enron Corp. - e T
Aggregate VaR Limit $100 MM $75 MM $60 MM
North American Natural Gas
Net Open Position Limit No Change 300 Bcf
Rolling 12-Month Position Limit No Change 350 Bcf
VaR Limit $60 MM $45 MM $40 MM
Continental Electricity
Net Open Position Limit 20 Twh 15 Twh
Rolling 12-Month Position Limit 20 Twh 15 Twh
VaR Limit No Change $4 MM
Southern Cone Electricity
Net Open Position Limit 3.5 Twh 3 Twh
Rolling 12-Month Position Limit 3.5 Twh 2 Twh
VaR Limit $5 MM _ $2MM
Coal and Freight
Net Open Position Limit No Change 15 MM MT
Rolling 12-Month Position Limit No Change 15 MM MT
VaR Limit $4 MM $2 MM

« New Commodity Groups:
Discretionary VaR
VaR Limit $25 MM $15 MM None
Enron Enerqy Services
Net Open Position Limit None None
Rolling 12-Month Position Limit None None
VaR Limit $5 MM $5 MM None

Respect

Changes to the Risk Management Policy to set guideline

Integrity

Form 000-469-1 (7/92)

EXH005-01170
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s for allocations of the Discretionary vaR (Appendix II).
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The Finance Committee of the Board of Directors October 6, 2000 Page 2

il. The following Commodity Group has obtained limits under the Interim Policy:

Proposed

Steel Trading

Net Open Position Limit 100,000 Net Tons
| Rolling 12-Month Open Position Limit 200,000 Net Tons
| VaR Limit $1 MM

EC
4.
%
Your Personat Best Makes Enron Best Communicate- Facts Are Friendly Better, Faster, Simpler Finance Committee Mee'
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I. General Authorization

ENRON CORP.

RISK MANAGEMENT POLICY
Approved by Enron Corp. Board of Directors

Approved: October 1, 1996
Amended: December 8, 1998
Amended: May 3, 1999
Amended: August 10, 1999
Amended: October 20, 1999
Amended: December 14, 1999
Amended: February 7, 2000
Amended: May 2, 2000
Amended: August 8, 2000
Amended: October 6, 2000

Proprietary and Confidential

Enron Corp. is authorized to execute Transactions and manage these Transactions within certain authorized Portfolios in

support of its businesses.

All Transactions covered by this policy must be conducted in ¢

ompliance with all Enron Corp. policies, as each may be

amended, supplemented of restated 110N TiTHie 10 UIE (C0

I1. Portfolios

Designated Enron Business Units are authori

affiliates, other Enron Business Un

its or thei

specified in Appendix I. These Positions are managed in the following Portfolios:

A. Trading Portfolios — designed to
commodities, to provide related ri
and to manage positions within the approved limits. This portfolio includes ¢

instruments and securities transactions.

B. Merchant Portfolio — designed to capture and manage merchant 1
including the active management of embedded exposures and to pr
investment activities, consistent with Enron Corp.’s core competencies wit
includes equity, “equity-like,” debt and “debt-like” investments in the public and private sector.

C. Capital Portfolio — desig

thereof which may occur from time to time in the execution 0

Py . s . e s h o WL RIS} 4}
[ECveEly e Chroirwulp. TOTICICS ™ )~

capture and manage risks related to physical delivery of energy
sk management services, to take advantage of market arbitrage opportunities
ommodity transactions, financial

zed to enter into Transactions which create Positions for Enron Corp. and its
r respective customers within the authorized Commodity Groups and limits,

and other

nvestments in public and private companies,
ovide greater liquidity for Enron’s merchant
hin the approved limits. This portfolio

ned to accommodate positions and transactions in Enron’s own stock, or derivatives

buy-backs, hedging of stock option programs)

III. Position and Loss Notification Requirements

Generally, Enron Companies’ business activitie
limited to, Net Open Position, Maturity/Gap Risk, Potential Exposure,

as appropriate for the type of business activity under consideration.

Limits will be applied at the Commodity Group and Portfolio level, as appropriate.

A. Net Open Position Li

B. Maturity/Gap Risk Limits. Enron Business Units’ activities are

f approved structural transactions (for example, stock

s are subject to a combination of limits. These limits include, but are not
Regulated Exchange limits, and Loss notifications,

mits. Enron Business Units’ activities are subject to the Net Open Position limits at the
Commodity Group level, as specified in Appendix I, Appendix II and Appendix IIL.

the Commodity Group level, as specified in Appendix I, Appendix II and Appendix III.

C. Potential Exposure Limits. Enron Business Uni
stress-testing and scenario analysis, as directed b

Value-at-Risk (VaR),
Portfolio level and at t

he Commodity Group level.

OAERMSICONTROLS\POLICY Pohicy 2UUUMU-U6-0U Policy Ammiend £.00¢

[Ty AT T T R B
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subject to the Maturity/Gap Risk limits at

ts’ activities are subject to potential exposure analysis using
y the Enron Corp. Chief Risk Officer, and limits based on
calculated daily or as appropriate to the business activity under consideration at the
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ENRON CORP.
RISK MANAGEMENT POLICY
Proprietary and Confidential

D. Regulated Exchange Limits. Enron Business Units’ may be subject to limits imposed by regulated
exchanges on which they transact. Enron Companies shall comply with any such limits imposed on them, as
such limits may be modified from time to time.

E. Loss Notifications. Daily and Cumulative Losses resulting from Enron Business Units’ activities are subject
to the reporting requirements, as specified in Section IV.C.

All Enron Business Units are expected to formulate limits subordinate to approved limits, which should be monitored
internally, and act as triggers for reference to and action by senior Business Unit management.

Iv. Limit Violation/Loss Notification Requirements

Notwithstanding the other provisions of this POIiCY, any violation OT imils TUSt De Freported 1o Ui onron CoIp- ChiET RISk
Officer. Such report should be made prior to entering into a Transaction if there is a sufficient reason to believe that a limit

violation will occur. Requirements for limit violation notifications, each accompanied by an explanation for all limit
1) 1.

Vio[Ations and A TeCOMMENded COUTSE Of actot for INer Open Pusition-ivatarity/Gap Risk-amd-VaR-timmit-viotations; wit-be—
as follows:

A. Net Open Position Limits; Maturity/Gap Risk Limits. If the limit violation is equal to or in excess of five
percent (5%) of the applicable limit, the Enron Corp. Chief Risk Officer shall promptly communicate the
occurrence to the President of Enron Corp. If the limit violation is equal to or in excess of ten percent (10%) of
the applicable limit, the Enron Corp. Chief Risk Officer shall promptly communicate the occurrence to the
Chairman of Enron Corp.

B. Value-at-Risk Limits. If the aggregate VaR limit is exceeded or if the VaR for any Commodity Group or
Portfolio is equal to or in excess of five percent (5%) of the applicable limit, the Enron Corp. Chief Risk Officer
shall promptly communicate the occurrence to the President of Enron Corp. If the aggregate VaR or the VaR for
any Commodity Group or Portfolio is equal to or in excess of ten percent (10%) of the applicable limit, the Enron
Corp. Chief Risk Officer shall promptly communicate the occurrence to the Chairman of Enron Corp.

65

C. Loss Notifications. If at any time the aggregate Daily Loss or the Daily Loss in any Commodity Group or
Portfolio is equal to or in excess of 50% of the respective VaR limit as approved by the Board of Directors, the
Enron Corp. Chief Risk Officer shall promptly communicate the occurrence to the President of Enron Corp. If at
any time the aggregate Daily Loss or the Daily Loss in any Commodity Group is equal to or in excess of 75% of
the respective VaR limit as approved by the Board of Directors, the Enron Corp. Chief Risk Officer shall promptly
communicate the occurrence to the Chairman of Enron Corp.

If at any time the aggregate Cumulative Loss or Cumulative Loss in any Commodity Group or Portfolio is equal to
or in excess of 75% of the respective VaR limit as approved by the Board of Directors, the Enron Corp. Chief Risk
Officer shall promptly communicate the occurrence to the President of Enron Corp. If at any time the aggregate
Cumulative Loss or Cumulative Loss in any Commodity Group or Portfolio is equal to or in excess of the
respective VaR limit as approved by the Board of Directors, the Enron Corp. Chief Risk Officer shall promptly
communicate the occurrence to the Chairman of Enron Corp. Cumulative Loss violations are not reported for
events, for which a respective Daily Loss has been previously reported.

D. Finance Committee of the Board of Directors Notification. The Chief Risk Officer shall communicate to the
Chairman of the Finance Committee violation of the aggregate VaR limit of 15% or greater and aggregate Daily
Loss in excess of the respective VaR Limit. These and other limit violations and Loss Notifications and a

summary of Enron’s market risks will be reported to the Audit Committee of the Board by the Chief Risk Officer
of Enron Corp. at all regularly scheduled Audit Committee meetings.

EC004402734 61:90
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ENRON CORP.
RISK MANAGEMENT POLICY
Proprictary and Confidential

V.

Operations and Controls

A. Segregation of Duties. Enron Business Units s
entering into Transactions each of the followi
preparation, issuance and verification of Enron Corp. or
Commodity Group information; review of the reasona
prices from independent market sources; monitoring o

B. Position Reporting. Designated Enron Business
constituting a daily report (“Daily Position Report™) inc
loss, potential exposure and any other parameters as may

Transactions; reconciliation of accounts: and preparation of financial statements.

hall keep segregated from the business groups or individuals
ng activities: recording and aggregation of Transactions;
third-party documentation; reporting of Positions and
bleness of prices and models, periodic validation of
f limits; physical and/or financial settlement of

Units shall prepare, distribute and make available data
luding Commodity Group Net Open Position, profit or
be required by the President or the Chief Risk

D.

 N\ffinoe af Goean Caen_ Tha Dailiz Pacition Renarte will alea renart varinug limite cnm
SEnror B Y Caelala

nared to their resnective
T L

actual amounts and will be signed off by the Commeodity Group Manager of the position(s) and the head of the

commercial support group responsible for their preparation, before any subsequent trading occurs.

The President of Enron Corp. and Enron Corp. Chief Risk Officer shall designate individuals who are

authorized to approve the Daily Position Report on behalf of Enron Corp. After approval, a consolidated

Daily Position Report shall be distributed to the Chairman, the President,

the Chief Information,

Administrative & Accounting Officer and the Chief Risk Officer of Enron Corp. and others as designated by
the President or the Chief Risk Officer of Enron Corp.

Stress and Scenario Testing. On a monthly basis, or as markets dictate, designated Enron Business Units
shall formulate and examine the effects of extreme changes in the market parameters relevant to exposures

and positions. Results of these tests should be made available to the Enron Corp. Chief Risk Officer, or his

designee(s).

ar

Valuation. On a monthly basis, or as markets dictate, designated Enron Business Units shall provide
evidence of verification of all market parameters used in the calculation of risk metrics and profits and losses.
This should be made available to the Enron Corp. Chief Risk Officer, or his designee(s).

Transaction Approvals. Only those employees designated by the Enron Corp. Chief Risk Officer or his

designee(s) will be authorized to enter into Tran
also approve and maintain a record of
(Commodity Group Manager) as specified in Appen

sactions on behalf of Enron. The Chief Risk Officer must
those employees responsible for the individual Commodity Groups
dix I. Appendix II and Appendix III. All Transactions

must be entered into in compliance with current or future policies, prevailing at the time transactions are
contemplated, of the Credit Group, Market Risk Management Group, Legal Department, and other relevant
groups, as determined by the Enron Corp. Chief Risk Officer.

Brokerage Accounts. Designated Enron Business Units are authorized to open trading accounts with
clearing brokers to facilitate the conduct of their business. All openings or revisions of trading accounts with a
broker or brokers will be reviewed and approved by the Enron Corp. Chief Risk Officer or his designee(s).
The Enron Corp. Chief Risk Officer or his designee(s) will also notify the brokers of the names of personnel
authorized to trade futures, options or other contracts on regulated exchanges if the account has been

designated for this purpose.

Calculation of the Net Open Position by Commodity Group. For purposes of monitoring the Net Open
Position Limits, as specified in Section IIIA.. all Positions within a Commodity Group shall be aggregated
into a reference Benchmark Position assigned to each group. Subject to approval by the Enron Corp. Chief
Risk Officer, certain Positions within a Commodity Group may be authorized to have those Positions
designated to a second Commodity Group for use as Cross-Commodity Hedges. If designated for this
purpose, the relevant Position will be reported and monitored in the second Commodity Group for the
Affiliate positions are excluded from the Net Open Position calculation for

purposes of limit monitoring.
purposes of limit monitoring.

- OAERMS\CONTROLS\WPOLIC Y\Palicy 2000\0-06-00 Policy Ammend 2.doc
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ENRON CORP.
RISK MANAGEMENT POLICY

Proprietary and Confidentiai

V1.

Policy Amendment Authority

A. Portfolios, Commodity Groups and Positions. Subject to the authorization of the Board of Directors, the
Enron Corp. Chairman, the President of Enron Corp. and the Enron Corp. Chief Risk Officer, additional
Portfolios may be created and additional Commodity Groups may be added within existing Portfolios. The
related limits will be created or revised accordingly. The President of Enron Corp., in conjunction with the
Enron Corp. Chief Risk Officer, can authorize additional Positions within the existing Commodity Groups,
provided that such Positions can be aggregated within the limits of a currently authorized Commodity Group.
Any amendment that authorizes additional Positions should be communicated to the Enron Corp. Chairman
and the Board of Directors.

B. Position Measurement Parameters. Any changes to parameters used in the aggregation and measurement of

—Positions must be approved by e Enron Corp. CNIET KISK UTIICET. 1 TS TCTUuEs, ot TS o e tos e
Benchmark Positions, VaR parameters, Maturity/Gap Risk periods, conversion ratios, volatility factors and
correlation factors. Any substantive change will be communicated to Enron’s Board at the next regularly

VIL

EXH005-01175

sehetned Board of Directors  Teeting:

C. Interim Policy for New Commodity Groups. The President of Enron Corp. and the Chief Risk Officer of
Enron Corp. may approve positions in new Commodity Group(s) prior to ratification by the Enron Corp.
Board of Directors, subject to the following constraints: i) the new positions do not increase the respective
Portfolio limits and ii) meet the criteria in the New Comumodity Group requirements specified in Appendix II.

D. Discretionary VaR. The President of Enron Corp. and the Chief Risk Officer of Enron Corp. may
temporarily allocate “Discretionary VaR” to other Commodity Groups in the Trading Portfolio under the
guidelines described in Appendix III.

E. Limit Changes and Other Policy Amendments. Any modification of limits or other amendments,
supplements or updates to this Policy, unless covered by Sections VI A, VIB, VI C, or VI D, must be either
(i) approved by the Enron Corp. Board of Directors or (ii) approved by the Enron Corp. Chairman or
President and ratified by the Enron Corp. Board of Directors at the next regularly scheduled Board of
Directors’ meeting.

Miscellaneous

Employee Trading. No employee of any Enron Business Unit may engage in the trading of any Position for the
benefit of any party other than an Enron Business Unit (whether for their own account or for the account of any
third party) where such Position relates to (i) any financial instrument, security, financial asset or liability which
falls within such employee’s responsibility at an Enron Business Unit or (ii) any other commodity, included in any
Commodity Group.

Employee Review of Policies. An employee of any Enron Business Unit participating in any activity or
transaction within the coverage of this Policy shall sign, on an annual basis or upon any material revision to this
Policy, a statement approved by the Enron Corp. Chief Risk Officer that such employee (i) has read this Policy and
the Enron Corp. Trading Policies, (i) understands such Policies, and (iii) has and will comply with such Policies.

Supersedes Prior Policies. This Policy supersedes and replaces all previous Policies of Enron Corp. approved by
the Enron Corp. Board of Directors concerning risk management or trading, including the Enron Corp. Risk
Management Policy and Addendums approved by the Enron Corp. Board of Directors on December 14, 1993,
which was last amended on May 7, 1996. This Risk Management Policy was approved by the Enron Corp. Board
of Directors on October 1, 1996, and as permitted hereunder it has been amended as of the date reflected on the
first page hereof.

Compliance with Policy. All Business Units and their relevant employees should comply with this Policy.

Dispensation for non-compliance should be sought from the President of Enron Corp.. the Enron Corp. Chief Risk &

Officer or their designee(s). Willful or deliberate non-compliance or falsification of risk metrics or profits and
losses referred to by this Policy will be regarded as gross misconduct.

87
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ENRON CORP.
RISK MANAGEMENT POLICY

Proprietary and Confidential

VIII. Definitions

“Affiliate Position” shall mean the Position between a Designated Enron Business Unit and any other Enron
Business Unit (“Affiliate Transactions™), and any such other Transaction designated as a hedge of any Affiliate
Transaction, in accordance with the Affiliate Policy.

“Benchmark Position” shall mean the Position within a Commodity Group into which all other Positions within
the same Commodity Group can be converted using price volatility and correlation based conversion factors. Such
conversion factors shall be established and authorized by the Enron Corp. Chief Risk Officer, in conjunction with
the President of Enron Corp.

“Commodity Group” shall mean a collection of Positions having sufficient relationship and correlation (as

. I A o) o 113f_\_,;LL\J-‘_L\'Lmagam\,ghngauc.m,é‘g:_aam-nnafir\n into,a Renchmark Paogition. .
T UL A7 T UWTOTU ) erTeee s T S =

GPpTovea Uy ulv Do CUTp.

“Cross-Commodity Hedge” shall mean a Position within a certain Commodity Group that is suitably used as a
hedge for-another Position within_a_different Commaodity Group (ie Natral (as position_used to hedge an

Electricity position). The suitability and approval of Cross-Commodity Hedges for each Position for purposes of
limit measurement shall be reviewed and approved by the Chief Risk Officer of Enron Corp. or his designee(s).

«Cumulative Loss* shall mean a sum of Daily Losses for the last consecutive five days. Upon occurrence of a
Cumulative Loss Limit violation, Cumulative Loss calculation is reset and begins with the Daily Loss following
the day on which the violation took place.

“Daily Loss" shall mean the loss in value of any Commodity Group (other than the Affiliate Position) on a daily
basis, exclusive of originations and prudence. The Daily Loss will be calculated using the mark-to-market method
on a net present value basis.

“Designated Enron Companies” shall mean Enron Corp. and such other Enron Companies as are designated for the
specific relevant purpose under this Policy by the Enron Corp. Chief Risk Officer and the President of Enron
Corp., acting jointly.

“Enron Business Unit(s)” shall mean Enron Corp. and any entity controlled, directly or indirectly, by Enron Corp.,
(including internal groups created for the purposes of trading, or aligned according to, the commodities as set out
in Appendix III), or any entity directly or indirectly under common control of Enron Corp. For this purpose, the
criteria for establishing "control" of any entity include but are not limited to, ownership of more than fifty percent
(50%) of the voting power of such entity.

“Maturity/Gap Risk” shall mean the risks related to non-parallel changes of forward prices or interest rates. For
purposes of this Policy, the Maturity/Gap Risk related to commodity Positions with forward prices shall be
measured using a rolling total of the net open position per period, which may be modified based on the market
structure of the underlying Position and pending authorization of the Chief Risk Officer of Enron Corp. (see

Appendix I).

“Net Open Position” shall mean the aggregate of the open Positions in a Commodity Group on a Benchmark
Position equivalent basis.

“Position” shall mean, collectively, the risk components (including, but not limited to, price risk, basis risk, index
risk, credit risk and liquidity risk) of all commodities, financial instruments, securities, equities, financial assets or
liabilities which have been authorized for trading in the Enron Corp. Risk Management Policy, any of the Enron
Corp. Policies or approved for trading through any amendments to this Policy.

“Market Parameters” shall mean market spot and forward prices/curves, market spot and forward volatility,
correlation (where appropriate), market interest rates, spot foreign exchange rates (where appropriate).

22
| %, /
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ENRON CORP.

RISK MANAGEMENT POLICY

Proprietary and Confidential
“Daily Position Report” shall mean hard or soft copy report including, but not limited to the following, for each
major commodity and price curve traded, and for all positions regardless of financial accounting treatment:

1. The amounts by which the mark-to-market value of the portfolio can change for small (or unit)
changes in all “market parameters”’, as a term structure (i.e. by time “bucket”) and on a net aggregate
basis.

2. For portfolios with option or non linear risks, the concentration of sensitivities (delta, gamma, vega)
according to expiry date and strike price (“‘strike concentration™).

3. The VaR for the portfolios, according to Enron’s approved methodology.

“Potential Exposure” shall mean the potential change in value of a Position or Commodity Group resulting from
changes in. but not limited to, market prices, interest rates, currency rates, counterparty credit condition, liquidity,
funding and settlement risk.

“Transactions. shall mean, collectively, forwards, fatures, swaps, oprions, any COIMDIMATOT OT thest THSTTUNEInS
and any other derivative or cash market instruments creating a Position.

e A RISk Shall mean the Potental EXposure retared o Commodity Groupur Fosttrom catcutated-usiig the
Enron Corp. adopted VaR methodology at the 95% confidence interval using a 1-day time horizon. Any
recalibration or modification of the VaR methodology or parameters that take into account observed or anticipated
changes in market factors or developments in VaR technologies must be approved by the Enron Corp. Chief Risk
Officer or his designee(s).

&
%
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EXH005-01178

ENRON CORP. Appendix 1
RISK MANAGEMENT POLICY
Proprictary and Confidential
Commodity Group Benchmark Position Net Open Position Limit Maturitﬂ / Gap Risk Limit VaR Limit
\
TRADING PORTFOLIO $100 MM
Discretionary VaR ‘ $25 MM
North American Natural Gas NYMEX Henry Hub Equivalents 300 Bcf 850 Bef (Rolling 12-Month) $60 MM
Global Products NYMEX WTI Equivalents 12.5 Mil Bbl 14 Mil Bblj(Rolling 12-Month) $8 MM
North American Electricity Electricity Equivalents 90 Twh 25 Twh (Rolling 12-Month) $50 MM
Metals & Minerals L ME Copper Futures Equiv. 375,000 MT 60D,000 MT (Rolling 12-Month) $8 MM
Coal & Freight U.S. Eastern Coal Equivalents 15 MM MT 15{MM MT (Rolling 12-Month) $4 MM
Pulp & Paper Pulpex NBSK (Pulp) Futures Equiv. 300,000 MT 300,000 MT (Rolling 12-Month) $3 MM
Weather Derivatives Maximum USD Exposure $100 MM N/A $3 MM
Emission Allowances SO2 Credits 1,000,000 Credits 1,00G,000 Crefiits (Rolling 12-Month) $3 MM
* European Natural Gas UK NBP Gas Equivalents 60 Bcf 90 Bef (Rolling 12-Month) $7.5 MM
* UK Electricity UK Electricity Equivalents 35 Twh 15 Twh (Rolling 12-Month) $10 MM
Nordic Electricity Nordic Electricity Equivalents 20 Twh 20 Twh (Rolling 12-Month) $5 MM
Continental Electricity Continental Electricity Equivalents 20 Twh 20 Twh (Rolling 12-Month) $4 MM
Australian Electricity Electricity Equivalents 3 Twh 6 Twh (Rolling 12-Month) $3 MM
Japanese Electricity Japanese Electricity Equivalents 4 Twh 4 Twh (Rolling 12-Month) $4 MM
Southern Cone Natural Gas Natural Gas Equivalents 35 Bef 20 Bef (Rolling 12-Month) $2 MM
Southern Cone Electricity Electricity Equivalents 3.5 Twh 3.5 Twh (Rolling 12-Month) $5 MM
Financial Instruments $3 MM
Interest Rate USD Notional Equivalent @ $100,000/ bp . USD 50,00 / bp (<= 2 years) $3 MM (combined
AA Libor Interest Rate/FX)
Foreign Currency USD Spot Rate Notional Equivalents $100 MM N/A
Equity Trading Market Value in USD $100 MM N/A $6 MM
Debt Trading Market Value in USD $250 MM N/A $2 MM
Enron Broadband Services N/A N/A N/A $2 MM
Enron Energy Services N/A N/A N/A $5 MM
MERCHANT PORTFOLIO .Market Value in USD N/A N/A N/A
CAPITAL PORTFOLIO $1o MM
Enron Companies Market Value in USD $300 MM | N/A
Other S&P Equivalents $200 MM | N/A
EC
* . See Temporary Limits — Appendix Iil 004402739
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ENRON CORP.
RISK MANAGEMENT POLICY
Proprietary and Confidential

INTERIM POLICY LISTING:

Appendix I

EXH005-01179

Commodity Group Benchmark Position Net Open Position Maturity / Gap Risk F[,imit VaR Limit Expiration Limit
Limit |
Lumber Board Feet 22 Mil Board Feet 22 Mil Board Fedt $0.25 MM 11/01/00
Enron Credit Maximum Exposure in USD $100 MM N/A \ 51 MM 2/10/01
Colombia Electricity Colombia Electricity Equivalents 0.5 Twh 0.75 Twh (Rolling 12-lonth) $0.45 MM 11/01/00
Steel Trading Hot Rolled Coil Steel Equivalents 100,000 MT 200,400 MT $1 MM 3/01/01
Advertising Swaps Cost per Point (CPP) Equivalents 782 CPP 782 CPP $1 MM 12/01/00
Livestock Trading Future Contract Equivalents 1,000 Contracts 1,000 Contracts $0.75 MM 10/01/00
Live Cattle Futures (1 Contract = 40,000 Ibs.)
Lean Hogs Futures (1 Contract = 40,000 Ibs.)
Feeder Cattle Futures (1 Contract = 50,000 lbs.)
Frozen Pork Bellies Futures (1 Contract = 40,000 1bs.)
Grain Trading Future Contract Equivalents 1,000 Contracts 1,000 Contracts $0.5 MM 10/01/00
Corn Futures (1 Contract = 5,000 bushels)
Soybean Futures (! Contract = 5,000 bushels)
Wheat Futures (1 Contract = 5,000 bushels) ‘
Soft Commodities Future Contract Equivalents 2,000 Contracts 2,000 Contracts $0.75 MM 10/01/00
Sugar Futures (1 Contract = 112,000 1bs.) :
Coffee Futures (1 Contract = 37,500 1bs.) !
Cocoa Futures (1 Contract = 22,046 ibs. Or 10 MT)
INTERIM POLICY REQUIREMENTS FOR NEW COMMODITY GROUP:
a) Approval by the President and the Chief Risk Officer of Enron Corp.
b) Reported to the Enron’s Board at the next Board meeting
c) Does not increase the applicable Portfolio limit (see Appendix [)
d) Position and P&L become a part of the daily reporting requirements
e) Monthly review with Senior Risk Manager and Chiet Risk Officer of Enron Corp.
f)  Does not exceed limits in New Commodity Group Parameters, as listed below
New Commodity Group Parameters:
Maximum Net Open Positions: 10BCF Equivalents \
Maximum Time/Product Spread Position: 20BCF Equivalents ;
Maximum Daily Loss Limit: $500,000
Maximum VaR $1MM EC004402740 |
Maximum Term of Interim Policy 6 Months 3
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ENRON CORP. ' . Appendix I1I
RISK MANAGEMENT POLICY

Proprietary and Conlidential

TEMPORARY POLICY LISTING:

Commodity Group Benchmark Position Net Open Position Limit Maturity / Gap Risl Limit - VaR Limit Expiration Date
DISCRETIONARY VaR $25 MM

NA Cross Commodity Trading ' ‘ $5 MM 12/31/00
EUROPEAN NATURAL GAS UK NBP Gas Equivalents 260 Bcf 90 Bcf (Rolling 12-Month) $7.5 MM 12/31/00
UK ELECTRICITY UK Electricity Equivalents 85 Twh 15 Twh (Rofling 12-Nfonth) $18 MM 12/31/00

DISCRETIONARY VaR — ALLOCATION POLICY:.

Discretionary VaR: $25 million
Discretionary VaR will be allocated under the following guidelines:

a) Approval by the President and the Chief Risk Officer of Enron Corp.

b) Reported to the Enron’s Board of Directors at the next Board meeting

c) Does not exceed VaR limits in the existing Commodity Groups by more than 100%
d) Does not impact the respective Commodity Group position limits

e) Loss Notification requirements will apply at the new Value-at-Risk level going forward
f) Requestor must provide a justification/explanation for a fimit increase

g) Remains in effect for a period designated by the Chief Risk Officer

EC004402741
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Agenda Item 5b
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Transaction Approval Process
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Summary of Policy Chan

pes

«  Added $20MM approval authority for Wholesale QOC
Q\L;) e Added $25MM approval autho'rity for CRO ag delegated by the OOC
_AY -
o
« Updated Region / Business Group Heads forrecent reorganizations
‘or changes in assignments

EC004402744
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ORIGINATING
ENTITY

Enron Corp. Transaction Approval ﬂProcess

RISK
ASSESSMENT
& CONTROL

(RAC)

TRANSACTION

Request for:
Capital Expenditure
or

Risk Adjusted
Capital

(>$500,000)

REVIEW

INVESTMENT
VALUATION

PRICING

PORTFOLIO
REVIEW

Conforming
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REGION / BUSINESS

Revised 10-7-00

GLOBAL FUNCTIONS

NON-CONFORMING

Deal Approval Sheet With All Signatures

* Transaction Deal Approval Sheets will be distributed to the ENE-BOD (Finance Gommitt
* Ag delegated by the ENE-OOC, the ENE-CRO has approval authority.
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DEAL SIZI: APPROVING
SMM UNIT
|- REGION/BUSINESS
<5 >l i 7 GROUP HEADS : ..
1
< 20* > ; - _Nl
v 1
< 25* —- v )C/CF - _>|l
_ it .
<75* > ENE-CEO/COO | ---- >
1
75+
| GLOBAL FUNCTIONS'
<2 ROUP HEAD
> < 25
< 75* > ENE-CEO/COO ———m
75+
<10*
< 25* > ENE-CEO/COO ——

25+

ECO0

se) after approval.

4402745

Finance Committee Meeting



Approval Process for Originated |Contractual

Transactions
Revised 10-7-00
RISK
ASSESSMENT
& CONTROL
(RAC)
) l commopiTy | VaR
POSITION RISK
ORIGINATION
AND
STRUCTURING T
GROUPS CCAPITAL $
——————p{ INVESTMENT
| (IF ANY) oo
ORIGINATED N | RISK | __RILC___> TRANSACTION
. E— - ADJUSTED APPROVAL
TRANSACTION T - |
T CAPITAL PROCESS
CREDIT RESERVE
v RISK
*Characteristics:
*Non-standard documentation T e ’
«Deal results in violation of ) PV8 SYAV|NG§ ’
existing limits GUARANTEE
EC0044p2746 |
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(/)

Transaction
Approval Process

DEFINITIONS Revised 10-7-00

REGION/BUSINESS
GROUP HEADS

Rebecca McDonald — Asia/Africa
Jeff McMahon - EIM

Lou Pai — EES

Ken Rice — EBS

Jeff Sherrick — EGEP

John Sherriff - Europe

Greg Whalley — Enron Net Works
Tom White — EES

Jim Bannantine — South America

Sanjay Bhatnagar - India

Diomedes Christodoulou ~ South America
Dave Delainey — North America

Andy Fastow — EGF

Kevin Hannon — EBS

Stan Horton - GPG

Mike McConnell - EGM

GLOBAL FUNCTIONS
GROUP HEAD

Larry 1zzo - EE&CC

WHOLESALE 00C

Chairman of Wholesale Operations
Approval defined as Mark Frevert

T ENE-OOC Enron Corp. Office of Chair
Approval defined as Ken Lay, Jeff Skilling or Joe Sutton
— ENE-CRO Enron Corp. Chief Risk Officer

EXH005-01186

Approval defined as Rick Buy

ENE-CEO or COO

Ken Lay or Jeff Skilling

ENE-BCD Enron Corp. Board of Directors

Executive Committee between Board Meetings
DEAL Capital Expenditure

Net to Enron

Funding Vehicle exposure included in Enron exposure
RAC Risk Assessment and Control Group at Enron

Chief Risk Officer, responsible for RAC activities

Capital Expenditure

All major corporate commitments by Enron and any of its subsidiaries
Acquisitions/Divestitures (Merchant Asset Divestitures exceeding $500 MM and Strategic
Assets Divestitures exceeding $200 MM require Board Approval)

Disposal of Assets

Providing a guarantee of obligations of unaffiliated third parties

Providing debt, subordinated debt, equity or partnership capital

A commodity or financial position that results in an exposure outside of Board Approved
Limits

Risk Adjusted Capital

The aggregation of exposure in a transaction that results from commodity positions, credit
and guaranties; such exposure translated to an equivalent amount of capital

Conforming

Routine non-budgeted Capital Expenditure within the general business lines of Enron
Capital Expenditure made in an industry where Enron has established expertise

Capital Expenditure made in a country where Enron has established a local presence and
is currently conducting business

RAC Group will determine if Conforming

Non-Conforming

Capita! Expenditure outside the general business lines of Enron

Capital Expenditure in an industry where Enron has little or no expertise

Capital Expenditure made in a country where Enron has no local expertise

Capital Expenditure made in a country where the overall exposure to the country is
excessive

Capital Expenditure made to an entity or within an industry that would resuit in excessive
exposure to that entity or industry

RAC Group will determine if Non-Conforming

EREC (Enron Renewable Energy Corp.) transactions are deemed Non-Conforming

Merchant Portfolio Limit

The sum of all Merchant transactions less any syndicated amounts
The numerical limit is set forth in the most recent Enron Risk Management and Trading
Policy

EC004402747
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Agenda Item 5(b)
TRANSACTION APPROVAL PROCESS
(Suggested Form of Resolutions)

WHEREAS, the Board of Directors of the Company approved resolutions on

October 12, 1998 adopting the Enron Corp. Transaction Approval Process (the

‘ “Transaction Approval Process”) which provides for (i) a process for review and

approval of Capital Expenditures (as defined in the revised policy attached to these

minutes) and (i) a process for prior transactions involving Capital Expenditures to be
reviewed for performance and results; and

WHEREAS, the Board of Directors of the Company approved amendments 1o

~ g ono A 2 d O

| the Transaction AEproval Process al meetings neid on reoraary o, 1999, AUgust TU;
| 1999, February 7" and 8", 2000 and May 2, 2000;

WHEREAS, it would be in the best interest of the Company to amend the
definitional provisions of the Transaction Approval Process in order to reflect the recent
changes in assignments and reorganization of Enron Corp. into regional business units
and global functions and to reflect amendments to both Approving Units and approval
limits with respect to Deal Size;

NOW THEREFORE BE IT RESOLVED, that the Company revise the
Transaction Approval Process to that attached to these minutes and as set forth in

these resolutions;

78

RESOLVED FURTHER, that the revised Transaction Approval Process is
adopted and approved, that a copy of the revised policy be attached to the minutes as
Exhibit A, and that the persons, officers and Approving Units identified therein shall
perform the responsibilities as specified; for the purposes of this policy a certification by
the President, the Chief Financial Officer, the Treasurer, the Chief Risk Officer (or his or
her designee), or any Senior Vice President to the effect that this policy has been
complied with in connection with any transaction involving Capital Expenditures shall be
conclusive evidence of compliance and may be relied upon by all persons interested in
or participating in such transaction, including (without limitation) the officers signing
transactional documents on behalf of the Company and attorneys issuing legal opinions
with respect to the transaction;

RESOLVED FURTHER, that the revised Transaction Approval Process shall not
apply to the approval process for guarantees except as to those guaranteeing the
obligations of unaffiliated third parties. The approval process for all other guarantees
shall continue as described in the Company’s existing “Policy for Approval of
Guarantees, Letters of Credit, Letters of Indemnity, and Other Support Arrangements”,
and shall be reviewed by the Finance Group and the Risk Assessment and Control
Group;

EC004402748 &<
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RESOLVED FURTHER, that the Chairman of the Board and Chief Executive
Officer, the President and Chief Operating Officer, the Vice Chairman, the Executive
Vice President and Chief Risk Officer, the Executive Vice President and Chief Financial
Officer, the Vice President, Finance and Treasurer, any Vice President of the Company,
or any other person authorized by the Board to act on behalf of the Company be, and
each of them hereby is, authorized and empowered to negotiate, enter into, execute,
and deliver on behalf of the Company any agreements and documentation in
connection with any transaction involving Capital Expenditures which has been
approved in accordance with the revised Transaction Approval Process and as the
officers executing such agreements shall approve, such approval to be conciusively
evidenced by such execution; and

RESOLVED FURTHER, that all actions heretofore taken by The Lnairmar of iTe
Board and Chief Executive Officer, the President and Chief Operating Officer, the Vice
Chairman,-the Executive Vice President and Chief Risk Officer, the Executive Vice

President and Chief Financial Officer, the Vice President, Finance and Treasurer or any
Vice President, in the name and on behalf of the Company, related to or in connection
with transactions of the type contemplated by the new review process attached to these
minutes but which originated prior to these resolutions, including, without limitation, the
execution and delivery of any instruments or other documents as any such officer shall
have deemed necessary, proper, or advisable, are hereby adopted, ratified, confirmed,
and approved in all respects.

79

TAP resolution 100600.doc
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| AGENDA ITEM NO. 5¢
| EQUITY DERIVATIVES AUTHORIZATION

WHEREAS, the Company desires to enter into and has
entered into equity derivative transactions from time to time
relating to the Common Stock of the Company, including, but
not limited to swap transactions, forward sales and/or
purchases, and options (the “ENE Equity Derivatives
Transactions”), which are or may be in addition to obligations
or contingent obligations to issue shares of Common Stock of

the Company relating to project financings; and

NOwW, THEREFORE, IT IS RESOLVED, that the
Company be, and it hereby is, authorized to enter into ENE
Equity Derivative Transactions from time to time, subject to
the limitations contained in these resolutions, and on such
terms as are approved by the Chairman of the Board, the
President, the Vice Chairman, any Vice President, any
Managing Director, the Chief Financial Officer, the Treasurer,
or any Deputy Treasurer of the Company (each an
«Aauthorized Officer”) and that such transactions heretofore
entered into on behalf of the Company are ratified and
approved;

|

/
e ||

L

!

£ A

N\ﬂ/4

RESOLVED FURTHER, that the Company is
authorized and directed to execute and deliver any
agreements evidencing or relating to ENE Equity Derivative
Transaction(s) and to observe and perform in full all of the
obligations, conditions, covenants, and other terms set forth in
or contemplated by any agreements relating thereto as the
same may be amended from time to tme; - =

RESOLVED FURTHER, that each Authorized Officer
be, and each such officer hereby is, authorized in the name
and on behalf of the Company to take or cause to be taken
such action as such officer may deem necessary or desirable
in connection with the performance by the Company of its
obligations under any agreement, document, or instrument Sl
contemplated by these resolutions to which the Company is or
will become a party;

EC004402751
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RESOLVED FURTHER, that each Authorized Officer
be, and each of them hereby is, authorized in the name and
on behalf of the Company, under its corporate seal or
otherwise, to negotiate, execute, deliver, amend, perform, and
consummate such agreements, instruments, or documents,
however designated, as such officer may deem necessary or
desirable to carry out the purpose and.intent of the resolutions
herein, in such form(s) as shall be approved by the officer
executing the same, such approval to be conclusively
evidenced by the execution thereof by such officer;

RESOLVED FURTHER, that the maximum number of
shares of Company Common Stock for which ENE Equity

EXH005-01191

Derivatives Transactions are wiitter shicoutstanding-at-any
time shall not exceed 50 million shares;

RESOLVED FURTHER, that up to an aggregate of 20
million shares of Company Common Stock are hereby
authorized to be issued pursuant to ENE Equity Derivatives
Transactions and up to an aggregate of 20 million shares of
Company Common Stock are hereby authorized to be
reacquired pursuant to ENE Equity Derivatives Transactions;

RESOLVED FURTHER, that an aggregate of 20 million
shares of Company Common Stock are hereby reserved for
issuance in settlement of any or all of the ENE Equity
Derivatives Transactions referred to above in the event the
Company elects to make settlement in shares of Company
Common Stock;

RESOLVED FURTHER, that the Company is
authorized to issue such shares of Common Stock of the
Company in settlement of ENE Equity Derivatives
Transactions, as deemed appropriate, and to offer and sell
any such shares delivered in settlement of any ENE Equity
Derivatives Transaction and that upon any such issuance in
accordance with the terms of the subject ENE Equity
Derivatives Transaction, such shares of Common Stock shall
be validly issued, fully paid and non-assessable;

RESOLVED FURTHER, that if registration of shares of

the Company’s Common Stock is appropriate in connection
with any ENE Equity Derivative Transaction, the officers of the

EC004402752
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Company be, and they hereby are, authorized and directed,
for and in the name and on behalf of the Company, to cause
to be prepared, executed, and filed with the Securities and
Exchange Commission (the “Commission”) one or more
Registration Statements and/or post-effective amendments to
previously filed Registration Statements, including exhibits
thereto (collectively, the "Registration Statement"), and such
amendments and post-effective amendments 1o any
Registration Statement or supplements to the Prospectuses
constituting a part thereof, relating to the registration under

 the Securities Act of 1933 of the Common Stock of the

Company relating to the ENE Equity Derivative Transaction(s)

whenever same are appropriate; and the proper officers of the

EXH005-01192

Comparny are rereby stthorized—and-directed—to—ecause-sueh
Registration Statement to be executed and filed in such form
as the officers executing such Registration Statement shall
approve, such approval to be conclusively evidenced by such
execution;

RESOLVED FURTHER, that the officers of the
Company be, and they hereby are, authorized and directed to
file such amendments or supplements to the Registration
Statement(s) referred to above, and to take any or all other
action or to do or cause to be done any or all other things as
may appear to them to be necessary or advisable in order to
cause such Registration Statement(s), as amended, to
become effective and otherwise to effect the registration
under the Securities Act of 1933 of the appropriate amount of
Common Stock of the Company relating to an ENE Equity
Derivative Transaction which are covered by such
Registration Statement;

RESOLVED FURTHER, that if it is deemed necessary
or advisable by the officers of the Company that the Common
Stock issuable upon settlement of an ENE Equity Derivative
Transaction be qualified or registered for sale under the
applicable Blue Sky Laws or securities acts of any jurisdiction,
or that a filing be made in any jurisdiction to secure or obtain
an exemption from qualification or registration, the officers of
the Company are each authorized to perform on behalf of the
Company any and all such acts as any one or more of them
may deem necessary or advisable in order to comply with
such laws of such jurisdiction, and in connection therewith, to

EC004402753
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execute and file all requisite papers and instruments and to
make any and all payments of filing, registration or other fees,
costs and expenses, and to take any and all further action in
connection with the foregoing which any one or more of them
shall deem necessary or advisable;

RESOLVED FURTHER, that if the officers of the
Company determine that it is desirable for the Company to do
so, the Company may make application to the New York
Stock Exchange, Inc. and one or more other national
securities exchanges for listing of the Company Common

Stock To be issued 1 cohnection Wwith the ENE EQqUITy’

Derivatives Transactions; that the Chairman of the Board, the
\iee-Ghairman—of tho Board. thg Pragident, any Executive or

EXH005-01193
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Senior Vice President, any Vice President, the Treasurer or
any Deputy Treasurer of the Company be, and they hereby
are, authorized and directed to execute and deliver any
applications, documents, or agreements, to take any and all
actions, to appear before such exchanges if necessary, to
appoint any banking or other institution as an agent of the
Company for any purpose, and to do so or cause to be done
any and all things as may appear to them to be necessary or
desirable in order to effect such listing;

RESOLVED FURTHER, that the execution by any
officer of the Company of any papers and instruments or the
performance by any one or more of them of any act in
connection with the foregoing resolutions shall conclusively
establish their authority therefore from the Company and the
approval and ratification by the Company of the papers and
instruments so executed and the actions so taken;

RESOLVED FURTHER, that the actions of the officers
and employees of the Company acting under the supervision
of the officers heretofore taken on behalf of the Company in
connection with the above resolutions and the actions
contemplated thereby, are, in all respects, confirmed and
ratified, and the officers of the Company, together or
individually, may take any and all action and do any and all
things, or direct the taking of such action or the doing of such
things by employees of the Company acting under the
supervision of the officer(s) as may be deemed by any of
themn to be necessary or advisable to effectuate the ENE

EC004402754
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Equity Derivatives Transactions, and the taking of any and all
such actions and the performance of any and all such things
in connection with the foregoing shall conclusively establish
their authority from the Company and the approval and
ratification by the Company; and

RESOLVED FURTHER, that the proper officers of the
Company and its counsel be, and each of them hereby is,
authorized, empowered, and directed (any one of them acting
alone) to take any and all such further action, to amend,
execute, and _deliver all such further instruments and

documents, for and in the name
Company, under its corporate seal or otherwise, and to pay all

! amdloan i amem o en 4 I ~AanAnn

and on behalf of the

EXH005-01194

SUCH expenses as i theirdiscretionr appear oo AEEESSalY;
proper, or advisable to carry into effect the purposes and
intentions of this and each of the foregoing resolutions.

EC004402755
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Agenda item 6
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Other Business |
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Adjourn
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